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The administration of Ecuadoran President Gustavo Noboa is pulling out all stops to meet demands
of the International Monetary Fund (IMF) so that a major bailout package can be released. While
government officials went to Washington to press their case, opposition to Noboa's economic
policy continued at home with protests by indigenous and grassroots groups against the president's
dollarization plans.
The Noboa administration is very anxious to get final IMF approval of a US$2.45 billion loan
package to rescue Ecuador's battered economy and fund the adoption of the dollar as its currency,
said Foreign Minister Heinz Moeller, in Washington for talks with multinational lenders.
Dollarization was first proposed Jan. 9 by President Jamil Mahuad, who was ousted in a bloodless
coup (see NotiSur, 2000-01-28). Noboa, Mahuad's vice president, succeeded him Jan. 22, and
he dismayed the majority of Ecuadorans by pledging to continue Mahuad's economic reforms
including dollarization.
On Feb. 29, Congress passed the reforms to eliminate legal obstacles to dollarizing the economy and
also approved measures to facilitate privatization and to flexibilize labor laws. On March 9, Noboa
signed the law making the US dollar the nation's currency. The move received immediate support
from the IMF and other international agencies, which pledged financial relief once economic
reforms were passed.
Under the dollarization plan, the country's currency, the sucre, will be phased out and replaced
by dollars within a one-year period. The Banco Central will no longer print sucres, although it will
mint sucre coins. Loans, deposits, government bonds, and all other financial instruments will be
converted to dollars.
The US Treasury Department had no comment on the dollarization law, but said it "welcomed"
the IMF announcement that it would lend Ecuador US$300 million during the next three years,
in part to implement dollarization. The World Bank will lend US$425 million, the Inter-American
Development Bank (IDB) will provide US$620 million in credits, and another US$700 million will
come from the Corporacion Andina de Fomento (CAF).
Moeller said on March 21 that IMF-required modifications to the legislation, including steps to
recover loans to private banks, should be approved this week, and a "definitive" IMF agreement
could be signed as early as next week. But an IMF spokesperson said approval by the IMF board
of directors could take another month, since Quito has not yet signed a letter of intent for IMF
consideration.
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Moeller said the US has an obligation to give financial assistance to Ecuador, given his country's
logistical support for the US war on drugs, including allowing the US to set up operations at a
military base in Manta (see NotiSur, 1999-08- 06).
The foreign minister said his country is on the verge of a social explosion because of the economic
crisis and he warned that the violence in neighboring Colombia could spill into Ecuador, affecting
US strategic interests in the region. Experts question dollarization, bailout Moeller said multilateral
loans would be used to cushion the social impact of the adoption of the dollar. The IDB will release
US$100 million in loans to bolster Ecuador's crippled banking system and fund social programs as
soon as Congress approves the IMF-required amendments, Moeller said.
On March 14, Noboa sent Congress the "urgent" package of 12 amendments, which must be
voted on within 30 days. The announcement of the huge financial package came one day after an
international panel recommended that the IMF halt its huge loans to bail out countries. This loan
will be Ecuador's ninth IMF rescue package in 17 years. "Is this the final answer?" asked Martin
Schubert, president of European Inter-American Finance Corp. in Miami. "I doubt it." Currency
specialists said Ecuador's dollarization is unlikely to be copied by other Latin American countries
soon, in large part because of its risks of failure.
Even advocates of reducing the number of world currencies have serious reservations about
Ecuador's 85-article dollar law, fearing it will not do enough to clean up the country's underlying
economic problems.
One proponent of dollarization fears that Ecuador's addiction to political chaos, serious corruption,
and widespread social discontent will prevent success. Steve Hanke, professor of applied economics
at Johns Hopkins University in Baltimore called Ecuador's dollarization bill vaguely worded and
foolishly ambitious, since it includes measures to open up the electricity, telecommunications,
and oil sectors and return money to savers burnt by the collapse of much of the banking system.
"Success will hinge on the implementation and whether someone in the government actually takes a
leadership role and gets the momentum going," said Hanke.
Nevertheless, US Sen. Connie Mack (R-FL), chair of the Joint Economic Committee, has introduced
legislation to make it easier for countries to dollarize. "For the United States, dollarization by
these countries would mean faster growing and more stable export markets, less currency risk in
international trade and investment, and less of a need to bail out foreign central banks," he said. But
dollarization makes it impossible for countries to control their own domestic economic policies, such
as setting interest rates.
In the future, Ecuador will have to follow interest rates set by the US Federal Reserve, even if its
economy is moving in the opposite direction as the US economy. "This is a bad idea whose time has
come," said Walter Molano with BCP Securities in Greenwich, Connecticut.

Unions and popular sectors oppose dollarization
The prolonged economic crisis and the initiation of the dollarization process has worsened the living
conditions of the poorest sectors of Ecuadoran society. Government figures put unemployment at
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18% of the economically active population (EAP), with about 50% underemployed. The minimum
wage is US$53 month, while the cost of the family food basket is US$178 a month. The consumer
price index rose 10% in February, taking inflation in the 12 months ending in February 2000 to 90.8%,
the highest in Latin America, compared to 39.7% annual inflation in the 12 months through February
1999.
"This law benefits bankers and is against the interests of the people," said Luis Villacis of the
Frente Patriotico (FP). The FP, which includes the Frente Unitario de Trabajadores (FUT), the Union
Nacional de Educadores (UNE), and the Federacion de Estudiantes Universitarios de Ecuador
(FEUE), is concerned about the effects dollarization will have on already inadequate salaries.
"Everything's going to cost even more now," said Sofia Galarza, a street vendor and single mother of
three. "Dollarization is Noboa's pipe dream and it's going to make us even poorer."
Public opinion polls found 74% of Ecuadorans oppose dollarization, fearing the measure would
make them poorer than they are now. The unions, along with the Confederacion de Nacionalidades
Indigenas del Ecuador (CONAIE) and the Coordinadora de Movimientos Sociales (CMS), have
called for protests beginning March 21 and continuing until the government withdraws its
dollarization plan. "The people are tired of being promised so many things and in the end being
defrauded with inhuman economic adjustments," Villacis said.
Protesters presented a demand to the Corte Sumprema de Justicia that the legal processes against
the military leaders of the January uprising against Mahuad be extended to include President
Noboa, Mahuad, and Congress president Juan Jose Pons because, said CMS spokesperson Napoleon
Saltos, "they are the ones really responsible for the economic crisis and the destabilization of the
democratic order." Saltos also said the Parlamento de los Pueblos, a forum organized by CONAIE
and the CMS, will be set up in Quito as an "alternative" to the legislature, which he said was corrupt
and inefficient. [Sources: The Miami Herald, 03/10/00; Associated Press, 03/16/00; Reuters, 03/01/00,
03/21/00; Notimex, 03/02/00, 03/10/00, 03/15/00, 03/20/00, 03/21/00; Spanish news service EFE,
03/12/00, 03/15/00, 03/19/00, 03/21/00; CNN, 03/21/00]
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